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O
ne of the most important roles commercial
banks perform is to lend to small businesses.
Such lending is vital to the regional economy
because small businesses generally lack access to
alternative sources of credit and because they
account for a major share of job creation. More-
over, small business lending is crucial to the health
of district banks because it is one of the few profit-
able activities in which banks continue to enjoy
clear advantages over other financial institutions.
While the importance of small business lend-
ing has long been recognized, data on the amount
of such lending has only recently been included in
the call reports banks file with regulators. This arti-
cle uses the new data to answer three questions
about small business lending in Tenth District states.
First, has small business lending been growing at a
healthy pace, both in aggregate and for small busi-
nesses of varying size? Second, have differences in
the way small and large banks approach small busi-
ness lending led to different rates of growth in such
lending at small and large banks? And third, do dif-
ferences in the growth of small business lending at
rural and urban banks justify recent concerns about
the availability of credit to small businesses in
rural areas?
Changes in small business lending
Data on small business lending have been
available from bank call reports since 1993. Banks
are required each June to report the dollar amount
of commercial and industrial loans in various size
categories ranging from loans under $100,000 to
loans over $1 million.  While there is no exact rela-
tionship between the size of the loan and the size
of the borrower, previous surveys have shown a
strong correlation between the two. Following
usual practice, this article defines small business
loans to include all commercial and industrial
loans for amounts up to $1 million. Such a broad
definition may mask important trends, however,
because loans for amounts under $100,000 tend to
go to much smaller borrowers than loans for
amounts close to $1 million. Accordingly, the arti-
cle looks at recent growth in two subcategories of
small business loans—very small loans, consisting
of loans for $100,000 or less, and all other small
loans, consisting of loans for $100,000 to $1 million.
To put recent changes in small business lend-
ing in perspective, Table 1 compares growth in
small business loans during the last two years with
growth in large business loans and total business
Table 1




All business loans 15.7 6.8
Large loans 26.1 6.5
Small loans 8.3 7.1
$100,000 or less 7.6 3.6
$100,000 to $1 million 8.9 10.8
United States
All business loans 13.3 5.3
Large loans 16.5 4.8
Small loans 7.0 6.4
$100,000 or less 5.1 7.7
$100,000 to $1 million 8.4 5.5
Note: Small loans are for $1 million or less, while large
loans are for more than $1 million. Growth rates are percent
changes from June to June and are adjusted for migrations
into and out of the district.
Source: Reports of Income and Condition.
10loans. Growth rates for Tenth District states are
shown in the upper half of the table and growth
rates for the nation in the lower half. All growth
rates are for June to June, because data on business
loans by size of loan are reported by banks only at
midyear.1 
While total business lending in Tenth District
states slowed sharply last year from the torrid pace
of 1995, small business lending held fairly steady.
Growth in total business loans fell from 15.7 per-
cent in 1995 to 6.8 percent in 1996, a decrease of
more than a half. The slowdown, however, was
almost entirely in large business loans. After surg-
ing 26.1 percent in 1995, large business loans rose
a more subdued 6.5 percent in 1996, reflecting
both a reduced need for inventory financing by
large businesses and a greater reliance on internal
funds due to strong profits. Small business loans
showed much less volatility, growing at a healthy
pace of 8.3 percent in 1995 and only a slightly
lower pace of 7.1 percent in 1996. The picture was
much the same in the nation as a whole, with
growth in total business loans falling by more than
half, but growth in small business loans slipping
only half a percentage point. 
For district banks, the relative stability in small
business lending in 1996 masked the fact that lend-
ing to very small businesses slowed while lending
to other small businesses picked up. Both catego-
ries of small business loans grew at a healthy pace
in 1995. But in 1996, very small business loans
increased only 3.6 percent, while all other small
loans rose a strong 10.8 percent. Nationwide, the
pattern was exactly the opposite, with very small
loans growing faster in 1996 and all other small
loans growing slower.
1 Although data on small business loans were first reported in
1993, the data for that year are considered less reliable due to ambigui-
ties in the initial reporting instructions and banks’ inexperience in fill-
ing out the new forms. Accordingly, this article reports growth rates
only for 1994-95 and 1995-96.




Note: Growth rates are for June to June and are adjusted for interstate migrations.
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11The relative stability in small business lend-
ing in 1996 also disguised some important differ-
ences among district states (Chart 1). Small
business loans grew at double-digit rates in Colo-
rado and Oklahoma last year. At the other extreme,
small business loans grew a mere 3 percent in Mis-
souri and New Mexico. Growth was up over the
previous year in Colorado and Oklahoma, virtually
unchanged in Wyoming, and down in Nebraska,
Kansas, Missouri, and New Mexico.
Changes in small business lending by size
of bank
Trends in small business lending at banks of
different size have become a subject of concern
lately due to a perception that small banks and
large banks approach small business lending differ-
ently. Loan officers at small banks can take into
account a wide variety of factors in reviewing
applications  for small business loans, including
the character of the borrower and special features
of the local market. Loan officers at large banks
are usually not given so much autonomy in making
small business loans because it is not feasible for
the top managers of such banks to review every
small loan decision. Instead, loan officers at large
banks are often required to follow a more formal
set of rules in granting credit—for example, rules
about the borrower’s minimum collateral or net
worth. Such rules tend to make it easier for some
entrepreneurs to obtain loans but harder for others,
especially those with low net worth or short credit
histories.
Have such differences in lending strategies
led to different rates of growth in small business
loans at small and large banks? Table 2 divides dis-
trict banks into three size categories—small banks
with under $100 million in assets, medium-size
banks with $100 million to $1 billion in assets, and
large banks with over $1 billion in assets. As of
last June, there were 1,510 banks in the district in
the small-size group, 325 banks in the medium-size
group, and 34 banks in the large-size group.2 The
table shows the growth in small business loans for
each group after adjusting for mergers. Without
such an adjustment, loan growth would appear arti-
ficially high at large banks and artificially low at
small banks, because many small banks have been
absorbed by large banks during the last two years.3
Whether due to their different approach to
small business lending or to other factors, large
banks have failed to achieve as rapid growth in
small business loans as small and medium-size
banks. Small banks enjoyed the fastest growth in
small business loans last year, 9.5 percent. Me-
dium-size banks were close behind with growth of
8.7 percent, while large banks came in last with
growth of 3.6 percent. Relative to the previous
year, growth in small business loans was slower for
small banks, unchanged for medium-size banks,
Table 2
Growth in Small Business Loans 




All small loans 13.6 9.5
$100,000 or less 10.6 4.8
$100,000 to $1 million 23.2 24.2
Medium-size banks
All small loans 8.9 8.7
$100,000 or less 10.9 -0.3
$100,000 to $1 million 7.3 17.1
Large banks
All small loans 0.9 3.6
$100,000 or less -8.1 7.8
$100,000 to $1 million 4.8 1.8
Note: Small banks are those with under $100 million in 
assets in 1995 dollars, medium-size banks are those with
$100 million to $1 billion, and large banks are those with
over $1 billion. Growth rates are percent changes from June
to June and are adjusted for mergers.
Source: Reports of Income and Condition.
2 Large banks invested only 5.0 percent of their assets in small
business loans, compared to 8.9 percent for small banks and 8.2 per-
cent for medium-size banks. The large size group, however, controlled
significantly more assets than either of the other groups. As a result,
the three size groups held similar amounts of small business loans—-
between $5 billion and $6 billion in each case.
3 Growth rates were adjusted for mergers by adding the beginning-
of-period loans of each acquired bank to the beginning-of-period loans
of the acquiring bank. 
12and faster for large banks. Thus, while large banks
continued to lag behind, they compared more favor-
ably to small and medium-size banks in 1996 than
they did in 1995.
The pickup in loan growth at large banks last
year was due entirely to a sharp improvement in
very small loans. After decreasing over 8 percent
in 1995, such loans increased almost 8 percent in
1996. A similar surge in very small business loans
has been observed at large banks in other parts of
the country and has been attributed to large banks’
increased use of credit-scoring models (Levonian).
These models use statistical techniques to derive
an overall measure of a loan applicant’s creditwor-
thiness based on his financial position and credit
history. Credit-scoring models have long been used
by large banks to evaluate applications for con-
sumer loans. More recently, large banks have begun
to use the models to evaluate very small business
loans.4 According to some analysts, this increased
emphasis on credit scoring has enabled large banks
to make more very small business loans by simpli-
fying the application process.
In contrast to large banks, small and medium-
size banks in the district reported markedly slower
growth in very small loans in 1996 than the year
before. After exceeding 10 percent in both groups
in 1995, growth in very small loans slipped to 4.8
percent at small banks and slowed to a standstill at
medium-size banks. Some of the slowdown in
growth of very small business loans at small and
medium-size banks could be due to increased com-
petition from large banks for borrowers with strong
financial positions and good credit histories—the
borrowers most likely to gain quick approval under
the credit-scoring approach. As noted earlier, how-
ever, the amount of very small business loans held
by all district banks grew only half as fast in 1996
as the year before (Table 1). This fact suggests
that the slower growth in very small business loans
at small and medium-size banks reflected other
factors besides competition from large banks—
for example, weaker demand for credit on the part
of very small businesses or a reduced willingness
by small and medium-size banks to lend to very
small businesses with low net worth or short credit
histories.
Changes in small business lending at rural
vs. urban banks
Another issue that has attracted attention
lately is the relative growth of small business lend-
ing in rural and urban areas. Some analysts worry
that the flight of rural investors to mutual funds,
coupled with rural banks’ lack of nondeposit funds,
may be unduly restricting the availability of credit
to small businesses in rural areas. Such concerns
are of special relevance to Tenth District states
because rural communities account for a much
higher proportion of population and economic 
activity in these states than in the nation.
Since loan data are reported only for a bank
as a whole, it is not possible to determine the
amounts of small business loans originated in rural
and urban banking offices. Instead, Table 3 reports
the growth in small business loans at rural and urban
banks, defining an urban bank as one with most of
its deposits in urban offices, and a rural bank as
one with most of its deposits in rural offices.
According to this definition, there were 1,327
rural banks and 539 urban banks in the district as
of June 1996. Most rural banks operated exclu-
sively in rural areas, while most urban banks oper-
ated exclusively in urban areas. Thanks to the
spread of statewide branching, however, some
banks operated in both rural and urban areas.5 As a
result, the figures in Table 3 provide only a rough
estimate of the growth in small business lending to
rural and urban borrowers.
Despite concerns about rural credit availabil-
ity, rural banks turn out to have increased their
small business loans faster than urban banks the
last two years, with the gap narrowing but not dis-
appearing in 1996. Small business loans grew a
strong 11.5 percent at rural banks in 1995, almost
twice as fast as at urban banks. Last year, growth
slowed at rural banks and edged up at urban banks.
Even with these changes, however, small business
4 The most recent survey by the Federal Reserve of senior loan of-
ficers at large banks found that 40 per cent of the respondents always
use credit scores when making small business loans and another 30 per-
cent sometimes use them (Board of Governors). Respondents also re-
ported they used credit scores mainly for loans of $100,000 or less.
5 Rural banks obtained 2 percent of their deposits from urban of-
fices, while urban banks obtained 8 percent of their deposits from rural
offices.
13loans grew 7.8 percent at rural banks, a percentage
point faster than at urban banks.
While growth in small business loans remained
healthy at rural banks in 1996, growth of very
small business loans slowed sharply. After rising
10 percent the year before, very small loans rose
only 1.3 percent in 1996. The weakness in very
small loans was partly offset by exceptionally
rapid growth in all other small loans, explaining
why the total growth in small business loans at
rural banks held up as well as it did. In contrast to
rural banks, urban banks boosted their holdings of
very small loans by 6.2 percent in 1996, slightly
faster than the year before. Thus, the data provide
some evidence of a slowdown in lending to very
small businesses in rural markets, but no evidence
of such a slowdown in urban markets. 
Conclusion
Small business lending at district banks has
grown at a healthy pace the last two years, slowing
only slightly in 1996. Changes in small business
lending have not been uniform across banks, how-
ever. Though the differences were less striking in
1996 than 1995, small business lending has grown
faster at small and medium-size banks than at large
banks, and faster at rural banks than at urban
banks. Changes in small business lending have also
differed according to the size of the borrower, with
lending to very small businesses slowing in 1996
and lending to other small businesses accelerating.
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Table 3
Growth in Small Business Loans 




All small loans 11.5 7.8
$100,000 or less 10.0 1.3
$100,000 to $1 million 15.1 23.8
Urban banks
All small loans 6.0 6.9
$100,000 or less 4.8 6.2
$100,000 to $1 million 6.8 7.4
Note: Rural banks are those with more than half their depos-
its in offices outside MSAs.  Growth rates are percent
changes from June to June and are adjusted for mergers.
Source: Reports of Income and Condition and Summary of
Deposits.
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